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Abstract
The Policy Research Working Paper Series disseminates the findings of work in progress to encourage the exchange of ideas about development 
issues. An objective of the series is to get the findings out quickly, even if the presentations are less than fully polished. The papers carry the 
names of the authors and should be cited accordingly. The findings, interpretations, and conclusions expressed in this paper are entirely those 
of the authors. They do not necessarily represent the views of the International Bank for Reconstruction and Development/World Bank and 
its affiliated organizations, or those of the Executive Directors of the World Bank or the governments they represent.
Policy Research Working Paper 5329
Trade has proven to be a powerful engine of growth 
worldwide. But not all countries have benefited equally. 
Despite much effort to use trade policy to catalyze 
exports, many developing countries have failed to achieve 
successful, sustainable export and economic growth. 
Even with the benefit of preferential market access, many 
developing country exporters face a broad and diverse 
set of constraints that limit their potential to compete 
This paper—a product of the  International Trade Department, Poverty Reduction and Economic Management Network—is 
part of a larger effort in the department to to understand the determinants of trade competitiveness and its implications 
for growth in developing countries. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.
org. The authors may be contacted at tfarole@worldbank.org, jreis@worldbank.org, and swagle@worldbank.org. 
in export markets. This paper discusses the concept of 
“competitiveness” with respect to trade and the various 
dimensions on which trade competitiveness might 
be assessed. It argues there is a need for a framework 
by which trade competitiveness can be assessed in a 
systematic way. Inspired by the “growth diagnostics” 
approach, it outlines a possible framework for assessing 


















































between  trade  and  long‐run  economic  growth.  Many  empirical  studies  show  a  strong  correlation 
between a country’s trade share and its economic growth performance (c.f. Edwards, 1992; Sachs & 
Warner, 1995; Frankel & Romer, 1999; Dollar & Kraay, 2004; Romalis, 2007). This relationship runs in 












































































output  from  any  given  supply  of  inputs  is,  of  course,  the  most  direct  route  to  economic  growth
3. 
Numerous studies affirm the link between productivity and export growth (c.f. Kunst & Marin, 1989; 













sell  their  outputs.  Moreover,  some  of  the  inputs  required  by  firms,  such  as  infrastructure,  educated 
workers, and sanitary / safety certifications are directly provided by the State.” This is particularly true in 
the export sector, where in addition to policy considerations such as tariffs, quotas, and exchange rates, 



















still  vary  widely  in  the  degree  to  which  they  are  integrated  into  global  markets
4  (Figure  2).  Within 














(Brenton  &  Newfarmer,  2009).  This  deepening  of  trade  relationships  is  supported  by  increasing 
specialization, which may be across products or within products. Within‐product specialization can be 
observed  through  levels  of  intra‐industry  trade,  which  may  derive  from  specialization  in  stages  of 
production as well as from specialization at different levels of the quality ladder. The former is the 







research  (Besedes  and  Prusa,  2006;  Brenton,  Pierola,  &  von  Uexkull,  2009;  Lederman,  2009)  also 








(Hesse,  2009;  Lederman  &  Maloney,  2009),  particularly  for  developing  countries





































































































































































no  consensus  on  the  foundations  of  quality,  most  research  suggests  there  is  a  strong  relationship 
between  the  forces  that  contribute  to  quality  upgrading  and  those  that  contribute  to  productivity 
growth – in particular human capital, innovation, and knowledge diffusion. One key debate is whether 
export competitiveness is best achieved through an evolutionary process of upgrading – selling lower 








upgrade  vertically  within  the  industry  (e.g.  cars  versus  bananas)  and  to  benefit  from  inter‐industry 
spillovers of knowledge (e.g. through exposure to higher quality technologies and higher productivity 
possibilities) to redeploy resources horizontally into more sophisticated industries. Others (Harrison & 
Rodríguez‐Clare,  2009;  Lederman  &  Maloney,  2009b),  question  these  conclusions  and  suggest  that 




































10  Finally,  following  Acemoglu,  Johnson,  &  Robinson  (2005),  it  can  be  argued  that 
institutions  –  the  “rules  of  the  game”  in  a  society  (North,  1990)  –  are  the  fundamental,  “deep 
determinants”  economic  growth  and  development  differences  across  countries.,  as  they  ultimately 




While  the  issues  discussed  above  address  a  country’s  participation  in  exports,  this  is  really  just  an 
intermediate measure of success. Ultimately, the aim is sustainable, broad‐based economic growth, and 




critical,  dynamic  benefits  of  exporting.  A  well‐integrated  sector,  by  contrast,  should  be  in  a  better 
position to access technology and knowledge spillovers while also benefitting from greater direct and 





















cheap energy, not local bauxite deposits; South Africa, therefore, could develop aluminum exports without 




































































Such  an  approach  inevitably  runs  a  risk  of  being  too  rigid  in  the  analysis.  After  all,  it  is  probably 
unrealistic to think that any single constraint is sufficiently “binding” as to offer the hope of unlocking 
competitiveness  on  its  own.  However,  the  framework  does  provide  a  useful  methodology  for 
understanding how certain constraints impact on others, and for weighing the possible trade‐offs that 
different  factors  may  have  in  impacting  overall  competitiveness.  As  such,  adapting  the  “growth 











































































































In  the  economics  literature  of  piecemeal  policy  reforms  launched  by  Hatta  (1977),  the  two  most 







The  logic  for  defining  binding  constraints  is  as  follows:  competitiveness  in  any  sector  or  product  is 
defined as a function of: 1) the relative importance of specific competitiveness factors for export success 
in the sector/product; and 2) the country’s performance  (relative to peers) in these factors. But in 
practice,  how  one  actually  assesses  the  performance  of  a  country  within  each  component  and, 
therefore, how one can  make an appropriate (if  not unambiguous) decision as to which issues are 
relatively more important as one moves through the diagnostic, remains a challenge. This has been a 






Several  approaches,  especially  if  combined,  may  offer  useful  guidance  to  the  practitioner  moving 
through a diagnostic. These are: 






















give  some  useful  direction  for  how  the  diagnostic  may  be  approached.  Both  manufactured  and 
agricultural exports are affected by the quality of trade‐related infrastructure. Manufacturing exports 



































































In  addition  to  quantitative  comparisons,  a  diagnostic  should  allow  for  a  thorough  qualitative 
investigation of each component, understanding of the existing situation and the way in which they 
impact on the competitiveness of exporters. One technique for this is through field interviews, targeting 
expert  informants  across  the  different  areas  outlined  in  the  framework  –  these  informants  would 
include  government  officials,  representatives  from  the  private  sector,  and  representatives  from 
academia and relevant institutions.  
 










only  to  the  production  and  purchase  of  goods,  but  also  to  services.  The  value‐chain  approach  is 








These  entities  are  linked  by  externalities  and  complementarities  of  different  types  and  are  usually 
located near each other (c.f. World Bank, 2009). The clusters approach, spearheaded by Porter since his 
seminal paper (1990), is a more systemic approach, focusing on identifying the policy and institutional 




developing  countries  face  a  plethora  of  constraints  that  prevent  them  from  unlocking  their  trade 
potential: in addition to policy considerations such as tariffs, quotas, and exchange rates, factors like 
gateway  infrastructure,  standards  and  certification,  and  sector‐level  coordination  in  marketing  and 











the  intensive  margin  is  slack  (i.e.,  little  success  in  expanding  existing  products  in  existing  markets), 
countries should immediately look at the cost structure and related variables that undergird firm‐level 
productivity, and factors affecting export survival. If, however, the problem on the extensive margin is 
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